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This year’s Selected Papers in School Fi-
nance is dedicated to William S. Myers. He
spent his life as an economist, analyst, and
finance specialist for many state and fed-
eral agencies. He firmly believed that a well-
funded public education system is the cor-
nerstone of the country’s social, economic,
and political structure. He received his
Bachelor’s degree from the College of
Wooster and earned his Master’s degree
from the University of Kentucky.

Dedication

Dedlication

In memory of William S.Myers,

In his final position, Will worked for the
National Education Association in the re-
search division as the manager of the school
finance section. Much of his work pro-
moted stable, adequate sources of revenue
for public schools. In honor of his partici-
pation, work and accomplishments, the
American Education Finance Association
(AEFA) established the Will Myers Memo-
rial Scholarship Award. The scholarship
awards $250 to two annual conference pre-
senters who have been or currently are
teachers.
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The National Center for Education Statis-
tics (NCES) commissioned the papers in
this publication to address education fi-
nance issues of interest to the education
finance community. These papers address
how teacher compensation has changed
over time; how to assess the financial con-
dition of public school districts; two ap-
proaches to reporting school-level finance
information; and how to make inflation
and geographic cost adjustments in educa-
tion. All four papers continue the NCES
tradition of commissioning papers that
address measurement issues of the educa-
tion finance research community.

Foreword

Foreword

Jeffrey A.Owings, Associate Commissioner
Elementary/Secondary and Libraries Studies Division

This compilation of papers is intended to
promote the exchange of ideas among re-
searchers and policymakers. Because the
views are those of the authors, the papers
may provoke discussion, replications, re-
plies and refutations. If so, the publication
will have accomplished its task, to raise the
awareness of the finance community to new
techniques for working with school finance
data.
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Introduction and Overview

William J.Fowler, Jr.
National Center for Education Statistics

The education finance community faces a
wide variety of measurement issues. The
first such measurement issue arises in try-
ing to understand how teacher compensa-
tion has changed over time. Not only is
there interest in comparing the change in
teacher salaries to the change in benefits
over time, but also how these changes in
teacher compensation compare to changes
for other comparable workers. Central to
the measurement of how compensation
changes over time is how to remove infla-
tion from these changes. A second paper
examines the conceptual and methodologi-
cal approaches for making inflation and
geographic cost adjustments in education.
Inflation and geographic adjustments in
education are a measurement issue in which
the uniform acceptance of a particular ap-
proach remains elusive. A third paper dis-
cusses some tools of the trade for assess-
ing the financial condition of public school
districts. The final paper presents an at-
tempt to devise a synthesis of two diver-
gent approaches to school-level financial
reporting, an admittedly difficult task. In
the accounting approach, school-level re-
porting is simply a downward extension
of reporting at the school district-level. The
resource cost model, however, attempts to
reflect actual differences in staff deploy-
ment, and the costs associated with that
cl:hoice of staff allocation.

Daniel D. Goldhaber, of the Urban Insti-
tute, asks the reasonable question for the
period from about 1980 to the present,
“How Has Teacher Compensation
Changed?” As Goldhaber acknowledges,
the answer to this simple “...question is
more complicated than one might initially
imagine.” Although teacher salaries rose be-
tween 1980 and 1997 by 120 percent, that
is only equal to a 19 percent increase once
one removes inflation, or a little over a
percent per year. This makes one wonder
whether teaching, given changes in com-
pensation, has become a less attractive oc-
cupation compared to comparable employ-
ment. To answer this question, Goldhaber
uses data from the Bureau of Labor Statis-
tics’ employment cost index (ECI) to make
comparisons over time. His paper first pro-
vides an overview of the empirical litera-
ture—linking teacher quality and teacher
compensation. Evidence abounds that
teacher quality is the single most impor-
tant school factor affecting student achieve-
ment. Most school districts have a salary
schedule that is based on teacher experi-
ence and degree status, and teachers are

_placed on the salary guide in accordance

with these two characteristics, although
there is scant evidence they are correlated
with student outcomes. Nevertheless, this
appears to be a practice that is similar to
other state and local government employ-

ERIC
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ees. Although some school districts pay
signing or retention bonuses for teachers
in specialty fields where recruitment is dif-
ficult, pay for performance efforts have
been short-lived. Private education, in con-
trast, however, does seem to compensate
teachers for performance, field of special-
ization, quality of college, and academic at-
tainment, which may be related to student
outcomes.

Goldhaber argues that it is difficult to as-
sess changes in teacher salaries unless one
also understands the effects of inflation and
salaries in other occupations to which
teachers may flee. Very little information
is available to appraise teacher benefits over
time. Only aggregate information is avail-
able. Also, most public school districts of-
fer teachers retirement packages and medi-
cal insurance. Large majorities offer den-
tal insurance and life insurance, although
such in-kind benefits as meals, transporta-
tion, and tuition reimbursement are less
common. Teachers roughly receive compa-
rable employee benefits as those available
to state and local government workers,
which are far superior to the private sec-
tor.

Using a variety of inflation adjustments,
Goldhaber examines the average salaries of
teachers from 1987-88 to 1993-94, as well
as using data collected by the Bureau of
Labor Statistics (BLS). He uses these BLS
data to show how average teachers’ sala-
ries have changed relative to salaries for all
civilian workers, those in private industry,
and those in state and local government,
as noted:

" Throughout most of the 1980s and
1990s the rate of increase of teach-
ers’ salaries exceeded that of other
occupations...until very recently
(1996-98) teaching increasingly be-
came a (financially) more attractive
field to be in throughout much of
the last two decades.

However, Goldhaber finds that starting
salaries in teaching have changed little in
comparison to average salaries. In addition,

starting salaries in teaching have typically
been far behind salaries in other compa-
rable occupations. Since few school systems
provide the flexibility to pay teachers for
teacher attributes that matter, teachers who
have the opportunity to flee for other ad-
vancement may do so. This situation,
Goldhaber concludes, is unlikely to im-
prove unless there is an increase in teach-
ers’ compensation.

While Goldhaber deals peripherally with
inflation adjustments, William J. Fowler,
Jr., of the National Center for Education
Statistics, and David H. Monk, Dean of
the College of Education at Pennsylvania
State University directly address two types
of cost adjustment .in education, inflation
adjustments and geographic adjustments.
Drawn from a larger work, this article at-
tempts to summarize their book A Primer
for Making Cost Adjustments in Educa-
tion. Most people intuitively recognize geo-
graphic differences in costs and in measur-
ing inflation. Everyone understands that a
house in suburban Westchester, outside
New York City, may cost more than the
same house located in upstate New York.
In addition, as a result of the work of the
U.S. Department of Commerce, Bureau of
Labor Statistics, development of the Con-
sumer Price Index (CPI), most of the pub-
lic understand that the present price of an
automobile (now in the $25,000+ range)
has increased over time, so that the prices
paid by our parents’ (in the $5,000+ range)
seem incredibly reasonable. This does not
mean that all the issues present with infla-
tion, outside of education cost adjustments,
have been resolved. Take, for example, the
change in the price of the automobile over
time. Quality changes may make compa-
rability difficult. A 1984 automobile and
a 2000 automobile have substantially dif-
ferent features, even for the same base
price. Imagine the OnStar® system (a sys-
tem of pushing a button and being con-
nected via satellite to an assistance service),
air bags or anti-lock brake systems, or an
electronic stability program (ESP), which
prevents skids. All of these automobile fea-
tures were unavailable at any price in 1984.

14
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One would think, based on these examples,
that adjustments for-inflation and geo-
graphic differences might be easily imple-
mented in education. Alas, Fowler and
Monk assert, the reverse is true. Since most
of the costs in education are in personnel,
rather than in things, which are easier to
measure in terms of quality and quantity,
measuring cost differences in education is
even more difficult than measuring changes
in, say, automobiles. Complicating the cost
of education is that it can be defined as
follows:

The minimum of what must be
given up to accomplish some result.
‘Expenditure’ is different from
‘cost’ in that expenditures are not
tied to results or outcomes and can
exceed the minimum of what must
be given up.

Fowler and Monk believe that cost adjust-
ments, which are not now commonly em-
ployed in reporting expenditures either in
different geographic regions, or over time,
should become standard practice. Certainly
a beginning teacher salary of $35,000
means very different things in New Jersey
in comparison to South Dakota. In addi-
tion, 10 years ago, a beginning teacher sal-
ary of $35,000 would have been quite an
incentive, while 10 years from now, it may
be perceived as quite inadequate.

In a review of the attempts of several schol-
ars to devise a geographic cost adjustment,
Fowler and Monk explain that determin-
ing the relative cost of hiring and retaining
comparable teachers requires not only ad-
justing for geographic cost differences that
are outside of the control of a school dis-
trict, but also holding constant those cost
differences controlled by the school district.
For example, crime, climate, and residen-
tial desirability are clearly not something
the school district has control over. An ex-
ample would be San Francisco, California
and Anchorage, Alaska. Class size, the
number of male hires versus female hires,
and the credentials of a teacher are cost
features a school district can influence.

Q
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Introduction and Overview

Chambers has raised the notion of “he-
donic” or amenities that should be taken
into account. To understand amenities, one
need only compare the school district of
Princeton, New Jersey (which includes
Princeton University) and Trenton, NJ—the
state capital, only 5 miles away. There is a
cache to Princeton, NJ. Its family-educated
children, personal safety, excellently main-
tained facilities, and the prestige associated
with being employed by the system leads
many teachers to want to work there—even
at a salary below some other school sys-
tems. However, Trenton, NJ is a typical ur-
ban school district—even with high teacher
salaries the district has difficulty attracting
and retaining teachers who are comparable
to those in Princeton. a

Adjusting for inflation differences in edu-
cation may be easier, however, than adjust-
ing for geographic differences. Most of the
inflation adjustments yield similar results
(the exception being Rothstein’s). On the
other hand, there may have been quality
substitution changes in education that are
comparable to those suggested above for
automobiles. If so, additional work is
needed in understanding what the effect of
those quality changes has been. Fowler and
Monk conclude that there are two primary
goals for the future of education cost ad-
justments: improving the mechanisms for
making the adjustments, as well as educat-
ing the public and policymakers about any
progress that has been made.

Another of the troubling measurement is-
sues facing the education finance commu-
nity is how to assess the financial condi-
tion of public school districts. Dean
Michael Mead of the Governmental Ac-
counting Standards Board (GASB), first
defines financial condition in a broad man-
ner:

Financial condition is the ability of
a school district to meet its obliga-
tions as they come due and to fi-
nance the services its constituency
requires.
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Many things, including the health of the
local economy, the wishes of the citizens,
and the school district’s political landscape,
determine this “barometer” of a school
district’s fiscal health. Mead provides an
overview of the financial information to
consider when determining a school
district’s financial condition, particularly
information from a district’s annual finan-
cial statements.

The first tools that Mead considers are
common-size ratios, such as the percent-
age change and percentage distribution.
For example, did outstanding debts grow
or shrink? Was state aid a larger or smaller
share of revenue? These provide a quick
overview of the finances of a district and
how they have changed. Another concern
is liquidity and solvency, the school
district’s ability to pay its bills in the short
and long run, respectively.

The current ratio (assets/liabilities) can be
used to assess the district’s ability to raise
resources to cover its obligations. A more
rigorous approach to liquidity (ability to
pay bills in the short run) might be the
quick ratio, which compares only the most
liquid assets of a school district (cash), to
its liabilities. Some districts do not include
any long-term debt in their quick ratio. The
determination of what is an acceptable
level of liquidity is subjective, but 1.0 leaves
no room for unforeseen demands for cash.
Thus, most prudent people would require
a quick ration of 1.5 or greater.

Solvency ratios come in two forms, lever-
age ratios and coverage ratios. Leverage is
the degree to which a district’s assets are
financed through borrowing and other
long-term obligations. For example, a debt-
to-net asset ratio of .55 means that for ev-
ery dollar of resources the district has avail-
able to use for providing public services, it
owes 55 cents.

Fiscal capacity is the concept of a district’s
ability to raise resources to finance the pro-
vision of the services its constituency de-
mands. These ratios compare revenues,
expenses, and outstanding debts with in-

dicators that imply a constituency’s ability
to pay for services. Property tax revenues
per $100 of assessed value, or an effective
tax rate are examples. The risk and expo-
sure of school districts can be measured
through revenue dispersion. For example,
if most of a school district’s funds come
from the state, it is more vulnerable to the
shock of a reduction from the state.

Mead concludes that the financial state-
ments are only one source of information
that is relevant to assessing a school
district’s finances. School district employee
pensions, often the largest long-term obli-
gations, may not appear in these reports.
In addition to knowing a district’s capacity
to raise resources and to provide services it
is also important to know its willingness to
do so.

A new development in education finance
has been a focus on school-level resources.
Traditionally, financial reporting has been
a school-district level responsibility,
whether to the federal government, the
state, or to the public. However, more than
a third of states (19 states) now report that
they require school-level expenditure re-
porting. Since there are some 83,000 regu-
lar public schools in the United States, one
can quickly see the difficultly of even the
federal government collecting and report-
ing their finances. Typically, the method for
school-level financial reporting is a simple
downward accounting extension (DAE) of
what is done at the school district level.
William T. Hartman, Pennsylvania State
University, Denny G. Bolton, Owen J. Rob-
erts School District, and David H. Monk,
Pennsylvania State University, explore the
traditional DAE method with an alterna-
tive method of financial reporting, the re-
source cost model (RCM), which focuses
on the use of resources (particularly staff
allocation). They then go on to suggest a
synthesis of the two approaches.

The first question that Hartman, Bolton,
and Monk address is the consideration of
who will be the primary users of school-
level data, what new data they need, and
for what purposes. They suggest four sets
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of principal stakeholders: schools and
school districts; state and national
policymakers; researchers and policy ana-
lysts; and the public, represented by par-
ents and taxpayers, special interest groups
in education, and the financial community.
One of the primary responsibilities of
school and school district administrators,
as well as school boards, is-fiscal manage-
ment and financial compliance. School-
level data would allow state and federal
agencies to monitor the achievements of
schools in closer detail.

Hartman, Bolton, and Monk find school-
level data of three main types: actual ex-
penditures and costs, staff, and students.
Frequently, schools do not integrate these

school-level databases into a single, com- -

parable database. Unfortunately the avail-
ability of staffing data and the ability to
track staff information to the school level
will vary by state and school district. Staff
information usually includes assignment,
location, professional qualifications, cur-
rent salary and benefits. Student data is
typically enrollment, although performance
measures are becoming more common. The
typical financial reporting scheme is func-
tion (i.e., instruction), by object (i.e., sala-
ries), and program (i.e., special education)
(Fowler 1997).

The DAE approach reports expenditures
at the level of individual schools. The RCM
approach uses an economic basis for es-
tablishing costs of educational programs.
Hartman, Bolton, and Monk assert that
“both the accounting approach and the
RCM approach face common issues that
need to be resolved regardless of which sys-
tem would be utilized.” These include the
definition of a school; what is included in
expenditures; how to conduct allocation
procedures, for example, when a principal
also teaches two classes a day; counts of
the number of students served, and perhaps
their learning outcomes. However,
Hartman, Bolton, and Monk also find ar-
eas of differences between the RCM and
DAE approaches, including whether to fo-
cus on expenditures or staffing resources,
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the unit of analysis (school or classroom),
the timing of the data collection, the diffi-
culty of the collection (RCM is generally
regarded as the more difficult approach),
startup costs and ongoing collection cost
burdens, and the usefulness and limitations
for analysis.

In order to achieve a synthesis of the two
approaches, Hartman, Bolton, and Monk
sagely focus upon the positive aspects of
each approach while avoiding some of the
difficulties of each. The DAE approach is
recommended for obtaining expenditure
data at the school level. The RCM approach
is recommended for collecting school-level
staff data. They do not recommend that dis-
trict level expenditures, such as busing stu-
dents, be allocated to schools, but, rather,
simply not reported at the school level, stat-

ing:

Along with student data, the ac-
counting and RCM approaches
provide many more opportunities
for perceptive and beneficial uses
of the data than either approach
alone.

In summary, Hartman, Bolton, and Monk
assert that the synthesis of DAE and RCM
results in both financial and personnel re-
source information at the school level. Hav-
ing school-level expenditure information
permits management control over opera-
tions and comparisons among schools. Per-
sonnel allocations yields program costs and
operations, as well as effectiveness. The
DAE approach fits the needs of school and
district administrators and school boards
to maintain fiduciary responsibility for
public funds. The RCM approach permits
insight into the effectiveness of different in-
structional approaches and their costs. The
use of both approaches permits the attain-
ment of all of these financial reporting ob-
jectives.

As always, readers are urged to visit the
NCES elementary-secondary education fi-
nance Web site, http://nces.ed.gov/edfin for
the latest NCES publications and informa-
tion in the area of school finance.
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Introduction

How has teacher compensation changed?
The answer to this question is of crucial
policy significance to researchers attempt-
ing to assess the relationship between
teachers’ salaries and benefits, teacher
quality, and ultimately student outcomes;
and to policymakers trying to craft effec-
tive teacher compensation policies. This
question is also particularly pertinent at
this point in time as school systems struggle
to find the large numbers of new teachers
that will be needed to account for increas-
ing student enrollments and an aging teach-
ing labor force (Lankford and Wyckoff
1997).

It is clear that over the long term, relative
teacher compensation plays an important
role in influencing the decision to enter and
leave the profession. Expressed interest in
teaching as a career tends to track closely
with fluctuations in relative teacher sala-
ries. For instance, median starting salaries
in education lost ground (in both real terms
and relative to most other fields of study)
in the 1970s through the mid-1980s (U.S.
Department of Education 1997). During
this period, the percentage of freshman re-
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porting an interest in a (elementary or sec-
ondary) teaching career declined from over
20 percent in the late 1960s to a low of 4.7
percent in 1982 (Astin et al. 1997). Since
then, both salary and career interest in
teaching has recovered somewhat, but it has
remained significantly below the 20 percent
level. This fact provides some indication
that individuals are influenced by long-term
labor market incentives when making ca-
reer choices. All else equal, as teachers’ sala-
ries and benefits rise relative to those in
other professions, teaching becomes a more
attractive field and higher ability individu-
als will enter the profession.

Given that the level of compensation in an
occupation plays an important role in at-
tracting or dissuading able individuals from
entering and exiting that occupation, the
question is, “How has compensation in
teaching changed?” The answer to this
question is more complicated than one
might initially imagine. For instance, based
on data from the U.S. Bureau of the Cen-
sus (1999), we know that between 1980
and 1997 teachers’ salaries rose by roughly
120 percent. This statistic might indicate
to many that teaching is an attractive pro-

The Urban Institute
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fession in which to be. However, though
the increase may sound strikingly large,
this fact alone does not provide a good
indication of how financially attractive it
is to be a teacher. For instance, the 120
percent increase in salaries is only equiva-
lent to a 19 percent increase once adjust-
ments are made for inflation. During this
same period salaries overall increased by
29 percent (U.S. Bureau of the Census
1999).! Thus, when judged by salary alone,
teaching is a less attractive occupation to
be in today than it was in 1980. This ex-
ample illustrates the difficulty, given con-
temporaneous changes in cost of living and
compensation in other fields, in determin-
ing precisely how compensation changes
for teachers changes the incentives to en-
ter or remain in teaching.

This paper compares and contrasts several
alternate measures of teacher compensa-
tion over time, focusing on how teacher
compensation has changed relative to com-
pensation in the labor market as a whole
and changed relative to specific professions
that compete with teaching for college
graduates.? Specifically, data from the Bu-
reau of Labor Statistics’ employment cost
index (ECI) are used to make these com-
parisons over time and, where applicable,
compare the findings with other data de-
tailing changes in educational costs. Fur-
ther, the implications of these findings in
relation to the anticipated shortage of
teachers over the next decade are dis-
cussed.

This paper is laid out in four sections. The
first section provides motivation for this
topic by providing an overview and brief
review of the existing empirical literature
linking teacher quality and teacher
compensation.® The second section focuses
on the structure of compensation in teach-
ing and how it compares with the struc-

increase of about $6,000 (in 1996-97 dollars).

public school teachers and compensation in the public sector.

»

compensation,

ture of compensation in other sectors of the
economy. This section helps to frame the
issues by shedding light on the relative at-.
tractiveness of entering teaching for indi--
viduals with different backgrounds and cre-
dentials. In the third section, data on
changes over time in teacher compensation
are presented and compared with changes
in educational costs and to compensation
in other fields. The implications of these
changes are discussed in the final section,
which also focuses on the changing incen-
tives to enter and remain in teaching for
individuals with different backgrounds.

Teacher Quality and
Compensation

Recent research provides strong evidence
that teacher quality is the single most im-
portant school factor affecting student
achievement. Both Wright, Horn, and Sand-
ers (1997) and Rivkin, Hanushek, and Kain
(1998) find there is a wide range of effec-
tiveness among teachers and that teacher
quality accounts for a much larger share of
the total variation in student achievement
than all other educational resources. Stud-
ies tend to show that teachers who score
higher on standardized exams and attend
more selective colleges tend to be more ef-
fective (Ehrenberg and Brewer 1994, 1995;
Ferguson 1991, 1998; Strauss and Sawyer
1986). Research also shows that teacher
preparation in mathematics and science has
a positive impact on student achievement
in those subjects (Monk and Rice 1994,
Goldhaber and Brewer 1997). Thus, if we
are to define “teacher quality” according
to quantifiable attributes that impact stu-
dent outcomes, three measures that would
appear to serve as good indicators of qual-
ity include degree in subject, performance
on standardized exams, and selectivity of
college attended.

In nominal terms, salaries rose from $17,644 in 1980-81 to $38,509 in 1996-97. Adjusted for inflation this is equivalent to a real
The focus in this paper is on public school teachers so, except where explicitly noted, teachers and teacher compensation will refer to

“Compensation” generally refers to both pay and benefits; here, however, unless otherwise noted, we use the terms “teacher
teacher pay,” and “teacher salary” interchangeably.
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These findings are important because they
suggest that teachers can have an impor-
tant impact on students’ achievement and
there are particular attributes or creden-
tials that school systems may look to in
trying to recruit successful teachers. How-
ever, it appears that the most important
teacher attributes are difficult to identify
in data. For instance, the ability of teach-
ers to convey knowledge or their enthusi-
asm for class material might have a dra-
matic impact on students, but these char-
acteristics are difficult to quantify and may
not be related to identifiable characteris-
tics that are more easily measured.
Goldhaber, Brewer, and Anderson (1999)
investigated the contributions of school,
teacher, and class characteristics on student
achievement. They found about 3 percent
of the contribution teachers make toward
explaining student achievement is associ-
ated with teacher experience, degree level,
and other readily observable characteris-
tics. The remaining 97 percent is made up
of teacher qualities or behaviors that could
not be separately isolated and identified.

Several studies investigate the relationship
between the selectivity of college attended
and the subsequent labor market outcomes
of teachers. Both Ballou (1996) and Cham-
bers (1998) find that teachers graduating
from more selective colleges receive higher
salaries.* Figlio (1997) finds that school
districts that offer higher salaries are more
likely to hire teachers from selective col-
leges. However, Ballou (1996) finds that
in teaching, unlike in other fields (e.g.; en-
gineering, accounting, business administra-
tion, computer science, and psychology)
graduating from a “selective” college (the

How Has Teacher Compensation Changed?

top of four college quality categories) does
not have a statistically significant impact
on the probability of finding a job in one’s
field of study. In addition, relatively few
studies have found a direct link between

teachers’ salaries and student outcomes
(Hanushek 1986, 1997).

One possible explanation for these some-
what mixed findings is that there is not a
strong demand for high quality teachers.
Higher salaries may attract a larger pool
of qualified job applicants, but if school
administrators do not prefer stronger job
candidates, the quality of the teacher
workforce may not improve (Strauss et al.
1998).5 For instance, despite the fact that
having a degree in subject is a better pre-
dictor of teaching proficiency than a de-
gree in education (Goldhaber and Brewer
1997, 1998), individuals who wish to teach
in mathematics or sciences in high school
are better off majoring in education with a
teaching field in mathematics or science
than completing an academic major in
those subjects (Ballou and Podgursky
1997). Additionally, both Ballou (1996) and
Manski (1987) find that increases in teach-
ers’ salaries increase the applicant pool of
new teachers but do not affect the ability
distribution of teachers.®

It is also possible that researchers investi-
gating the relationship between teachers’
salaries and teacher quality and student out-
comes have failed to adequately account
for important non-pecuniary job character-
istics that are positively correlated with the
attractiveness of a teaching job but nega-
tively correlated with teachers’ salaries.”
Ballou (1996) finds that graduates of bet-
ter colleges are more likely to be found in

Several studies
investigate the
relationship
between the
selectivity of
college attended

and the subsequent

labor market
outcomes of

teachers.

Ballou (1996) estimates a salary advantage of about 6 percent in teaching for those that fall into the highest college quality category
rather than into the lowest.

Also, Ballon and Podgursky (1995) show, from a theoretical perspective, that it is possible for increases in salary to result in a decline in
the quality of the teacher workforce. They find that the pool of teacher applicants will rise with salary increases. However, current
teachers may also elect to stay longer in teaching, reducing the number of available teaching slots. This, in turn, lowers the probability
of obtaining a job in teaching which may have the biggest impact on high quality applicants who have attractive alternatives to teaching.

A study of public school districts in Pennsylvania suggests that school districts may not actively search for or screen teacher applicants
(Strauss et al, 1998). For instance, most school districts were not found to advertise or look outside of the local labor market to find new
teachers (only 25 percent of school districts advertised outside of the state, and, on average, 60 percent of newly hired school teachers
came from institutions no more than 70 miles away from the hiring school district).

For instance, teachers’ salaries in New York City are significantly higher than teachers salaries in most parts of lowa; however, much of
the higher New York salary must be considered a compensating differential for a higher cost of living and a greater at-risk student
population.
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schools with smaller percentages of poor
students and higher percentages of students
bound for college. Chambers (1998) shows
that there are large compensating differ-
entials for community characteristics, such
as cost of living, crime rates, and weather.
Loeb and Page (1998), who focus on this
issue, find a strong relationship between
teachers’ salaries and high school dropout
rates and the likelihood of college atten-
dance, only after carefully controlling for
non-pecuniary school district characteris-
tics.

A final possibility is that studies have failed
to adequately account for alternative la-
bor market opportunities for teachers.
Many “teacher salary-teacher quality”
studies do not measure teachers’ salaries
relative to wages in other occupations,?
which is a potentially important omission
since economic theory predicts that in-
creases in salary would attract more quali-
fied individuals into a particular field only
if salaries in that field were rising relative
to what individuals could make in other
areas. The select few studies that do con-
trol for alternative labor market opportu-
nities (see, for instance, Ballou and
Podgursky 1997; Flyer and Rosen 1994;
Hanushek and Rivkin 1997; Loeb and Page
1998; Hanushek, Kain, and Rivkin 1998)
treat all teachers as if their opportunity
costs are the same regardless of field of spe-
cialization or quality of college attended.

One of the primary reasons that previous
studies have failed to account for some of
the factors that likely affect studies of the
relationship between teacher compensation
and teacher quality is lack of adequate data.
The primary problem is that sample sizes
are usually not large enough to disaggre-
gate the data enough to make “ideal” com-
parisons between individuals who enter

teaching to those with similar backgrounds
(e.g., college quality and major) who enter
an alternate occupation. Given that we will
encounter some of the same difficulties
here, it is important to keep these facts in
mind as we go on in subsequent sections of
this paper to discuss how teacher compen-
sation has changed relative to that in other
occupations. In particular, although the
attractiveness of teaching as a profession is
likely to rise or fall with overall increases
in relative teacher compensation, it is not
likely to be the same for individuals with
different backgrounds. These subtleties are
discussed at greater length in subsequent
sections.

The Structure of Teacher
Compensation

Teacher quality is difficult to predict when
evaluating teacher candidates and perfor-
mance on the job is difficult to measure.
For these reasons teacher compensation is
often linked to credentials that may serve
as indirect indicators of knowledge and
skills, rather than determined on an indi-
vidual by individual basis. In fact, most,
but not all, public school systems use the
“single” or “uniform” salary schedule to
determine how much a teacher will earn
(Odden and Kelley 1997).° Such a sched-
ule typically sets teacher pay solely on the
basis of teaching experience and teacher
degree level.’® The average pay premiums
for advanced degrees are about 11 percent
for a master’s degree, 14 percent for an
education specialists degree, and 17 percent
for a doctorate degree (U.S. Department of
Education 1996b). The premium for an ad-
ditional year of service is typically between
$1,000 and $1,500 (Odden and Kelley
1997).

See Loeb and Page (1998) for a more detailed discussion on this topic.

The uniform salary schedule dates back to 1921 when Denver, Colorado and Des Moines, lowa became the first cities to adopt it. By the

1950s, 97 percent of school districts had adopted this pay structure (Odden and Kelley 1997) and today approximately 95 percent of

school districts structure compensation in this manner.

This is despite the fact that there is relatively little quantitative evidence that teacher experience and degree level, per se, are correlated

with student outcomes (Murnane 1996; Hanushek 1986, 1997; Ballou and Podgursky 1997; Goldhaber and Brewer 1998).

-
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Though it is far from the norm in public
schools, there is some differentiation in
compensation structure across districts. For
instance, there has been an increase in re-
cent years in the number of public school
districts that use pay incentives to recruit
(or retain) teachers to teach in less desir-
able locations or in fields of shortage."
Some states and localities have also experi-
mented with various performance-based
pay systems, such as merit pay, the formal
linking of individual teachers’ salaries to
individual teacher performance.'? Though
this has been tried in a number of locali-
ties, these efforts have been viewed by
many to be unsuccessful and have largely
been short-lived (Hatry, Greiner, and
Ashford 1994; Murnane and Cohen
1986).13

More recently, states and localities have
opted for a group-based approach to"per-
formance pay. South Carolina and Tennes-
see, for example, have developed systems
where schools are rewarded with addi-
tional funding based on the performance
of students in the school (Clotfelter and
Ladd 1996, Odden and Kelley 1997). Al-
though they differ from one another in
some respects, these systems compare
school-wide gains in student scores over
time to what econometric models would
predict the gains to be after controlling for
students’ demographic characteristics.'
Still, these performance-based systems rep-

How Has Teacher Compensation Changed?

resent the minority of school systems’ pay
structures. '

Given that pay is determined by degree and
experience level in most school systems,

there is little ability for school systems to

differentiate pay at the individual level in
order to pay for teacher attributes such as
performance, field of specialization, qual-
ity of college, grades in college, academic
or other awards, or standardized test
scores.’S For this reason, the structure of
compensation in teaching is quite different
than the structure of compensation in the
private sector as a whole. For instance, sala-
ries in the private sector are thought to re-
flect college quality (Brewer, Eide, and
Ehrenberg 1999),'¢ standardized test scores
(Murnane, Willett, and Levy 1995), and the
supply and demand conditions for particu-
lar fields or occupations (Grogger and Eide
1995, Freeman 1976). Pay for performance
is also quite common in some occupations,
such as sales where commissions determine
a large share of total compensation.'” Bretz
and Milkovich (1989) estimate that 93 to
99 percent of private sector firms use some
type of pay for performance plan for sala-
ried employees. There has recently been in-
creased use of plans, such as profit sharing
and employee stock ownership, that for-
mally link pay and performance for all types
of employees.!® Studies tend to show that
these compensation strategies do lead to

=
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From 1987-88 to 1993-94, the percentage nearly doubled from 8 to 15 percent for all districts (U.S. Department of Education 1998b).

Economists have long theorized that connecting compensation to performance should elicit higher levels of effort and productivity
(Pencavel 1977, Brown 1990).

Despite the fact that economic theory might predict merit pay to be a successful strategy to use in schools, many argue that this private
sector model cannot work in education because both the process used and the product produced are not well defined. For instance,
teachers may use many different strategies to achieve multiple educational objectives. This may make it difficult to accurately assess their
level of effort or value added. Additionally, pay for performance may be more difficult to implement successfully in large organizations
(Lawler 1981, Deming 1986, Rainey 1990).

An assessment of a similar accountability program in place in the Dallas Independent School District suggests that this type of reform
can have a relatively small, but statistically significant positive impact on student achievement (Clotfelter and Ladd 1996).

However, this does not necessarily mean that these characteristics are not rewarded in teacher labor markets. For instance, it is possible
that no single school system differentiates pay based on college quality, but teacher candidates from higher quality colleges are system-
atically more likely to obtain jobs in high paying school districts, implying an unequal distribution of teacher skills across school districts
{Ferguson 1998).

Asa particular example, the median starting salary for an MBA from the program ranked 1%, Harvard University, was $82,000 in 1997
compared with only $64,000 for the program ranked 25%, Vanderbilt University (U.S. News and World Reports 1998).

Economists have long theorized that connecting compensation to performance should elicit higher levels of effort and productivity
(Pencavel 1977, Brown 1990). It may also assist in attracting and retaining high quality employees (Milkovich and Wigdor 1991).

For a review of performance-based pay, see Paying for Productivity: A Look at the Evidence (Blinder 1990).
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higher levels of productivity (Mitchell,
Lewin, and Lawler 1990;Weitzman and
Kruse 1990).

Since the broader labor market appears to
financially reward characteristics that
school systems do not (at least explicitly),
individuals who graduate from more selec-
tive colleges, and who have degrees in fields
in high demand likely sacrifice more finan-
cially to enter or remain in teaching—an
important point to consider when compar-
ing compensation in teaching with compen-
sation in other fields. That is, the signifi-
cant differences in pay structure between
teacher labor markets and private sector
labor markets imply that the incentives to
enter, and costs to stay in teaching careers,
may vary considerably from field-to-field
and individual-to-individual.

Several other considerations are important
to highlight prior to comparing compensa-
tion in teaching with that in other fields.
First, yearly compensation in teaching is
based on a contract year that is generally
180 to 200 days. Thus, to be comparable
to most other occupations the yearly sal-
ary would have to be scaled to a standard
work year. Because the contract year for
teachers has for most part remained con-
stant over time, it is not necessary to make
this adjustment in order to make judge-
ments on how relative teacher compensa-
tion has changed.

In addition, when comparing average sala-
ries in teaching with those in other occu-
pations, it is worth considering the fact that
averages are influenced by both changes in
the structure of salaries (i.e., the magnitude
of raises at each salary step), as well as the
hiring decisions of school systems and
changes in the demographic composition
of teachers. Some school systems may
choose to hire senior, highly-credentialed
staff, while others choose to hire more jun-
10, less costly staff. For instance, two school
districts may have school systems that have
equivalent salary schedules but have very
different average salaries based on where
teachers fall on the salary schedule in terms

of degrees and years of teaching experience.
Lankford and Wyckoff (1997) show that,
in increasing salaries in the 1980s and early
1990s, many school districts “backloaded”
salaries—that is, they allocated a great deal
of the overall resources used to increase
salaries toward increasing salaries of rela-
tively experienced teachers. Depending on
how new entrants into the labor market
value starting compensation versus com-
pensation in mid- and late-career, these in-
creases may have had little impact on at-
tracting able college graduates into teach-

ing.

Ideally, in making compensation compari-
sons we would like to be able to observe
the compensation of individuals who are
at similar points of their career. For in-
stance, a teacher who has 10 years of post-
baccalaureate experience earns $X versus
an engineer with 10 years of post-bacca-
laureate experience who earns $Y. In prac-
tice, this type of detailed comparison at
multiple points of a career is not possible
given data constraints; however, starting
salaries provide a good benchmark for the
attractiveness of an occupation and exist-
ing data do allow for a comparison be-
tween occupations in starting salaries.
Thus, in the following section, we focus
not only on changes in averages both within
and outside of teaching, but also on how
starting salaries have changed over time.

Changes in Teacher
Compensation

Over the past two decades, a number of
highly publicized reports, such as National
Commission on Excellence in Education
(1983), the Carnegie Forum on Education
and the Economy (1986), and the National
Commission on Teaching and America’s
Future (1996), included among their rec-
ommendations, raising teachers salaries.
The argument for this recommendation is
that, all else equal, higher salaries should
attract more qualified individuals into
teaching. Researchers and policymakers
may differ about the need for higher sala-
ries based on disagreements over how ef-
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fectively additional monies spent on teach-
ers have been used to attract high-quality
people into teaching.”” However, it is sur-
prisingly difficult to gain a full understand-
ing of how teachers’ salaries have changed
relative to inflation and salaries in other
occupations, thus part of the debate may
be shaped by the comparisons that are
made in assessing changes in salaries.

In this section of the paper, data and re-
search drawn from several sources present
a comprehensive picture of how teachers’
salaries and benefits have changed in the
past two decades and the implications of
this change. In particular, comparing vari-
ous measures of change to see whether they
tend to present the same picture of change.
Where appropriate, the shortcomings of
available data or the approach taken are
also noted. The first subsection begins with
a discussion of teacher benefits. Unfortu-
nately, due to a lack of available data, rela-
tively little information is available at a dis-
aggregated level on the magnitude of
change in benefits over time; thus this sub-
section deals primarily with changes in ag-
gregate spending on benefits. Significantly

How Has Teacher Compensation Changed?

more data are available on changes over
time in average teachers’ salaries, which is
discussed in the next subsection. However,
as noted above, averages reflect choices that
are made by school districts as well as
changes in the demographics of the teacher
labor force; thus the final subsection fo-
cuses on changes over time in teachers’
starting pay.

Benefits

In most school systems, benefits constitute
an important part of the overall compen-
sation. Figure 1 shows the amount spent
on benefits for instructional staff (repre-
sented by the broken line and the right hand
Y-axis) as well as the percentage of total
instructional expenditures for public el-
ementary and secondary education that is
devoted to employee benefits (represented
by the solid line and the left hand Y-axis).
The figure indicates that spending on ben-
efits has increased significantly throughout
the 1990s, from about $20.7 to $30.3 mil-
lion or roughly 46 percent. However, given
inflation and the fact that this corresponds
to a period when more teachers were be-

Figure 1.—Dollars and percentage spent on employee benefits
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SOURCE: U.S. Department of Education. 1999. Digest of Education Statistics, 1998. Washington, DC: National Center for

Education Statistics (NCES 1999-036).

19 Teachers’ salaries and benefits represent by far the largest expenditure category for K-12 schools. Teachers’ salaries alone typically make
up over half of school district budgets (Chambers 1997) and salaries and benefits combined generally make up over 80 percent (U.S.
Department of Education 1998a). See Hanushek (1986) or Ballou and Podgursky (1997) for a discussion of why these expenditures may

not have attracted high quality individuals into teaching.
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real terms.

ing hired, it is not necessarily a good indi-
cation of benefits levels for individuals.?

To gain a better perspective of how actual
benefits have changed, it is useful to ex-
amine data from the Schools and Staffing
Survey. These data indicate that almost all
public school districts offer teachers retire-
ment packages and medical insurance.?!
Dental insurance (about 67 percent), life
insurance (about 71 percent), and other in-
kind benefits (e.g., meals, transportation,
tuition reimbursement, etc.) are less widely
offered. Data from the 1987-88, 1990-91,
and 1993-94 waves of the survey show
there has been a slight increase in the per-
centage of school districts that offer ben-
efits, particularly retirement and in-kind
benefits.?? (However, some of the reported
increases may be a result of rewording of
questions on surveys).?

Based simply on the availability of cover-
age (e.g., whether there is a retirement or
health plan), the benefits available to teach-
ers appear to be roughly comparable to
those available to full-time employees in
state and local governments and they ex-
ceed the coverage offered to those em-
ployed in small private establishments or
the private sector as whole (Bureau of La-
bor Statistics 1995, 1998b) For instance,
in 1993-94 only 50 percent of private sec-
tor workers were covered by a retirement
plan (Foster 1997).

The Schools and Staffing Surveys, which
are probably the best source of informa-
tion on teacher benefits, only provide in-
formation on the incidence and provisions
of selected benefits, thus no information is
available on the generosity of benefit pack-
ages. For instance, we do not know what
the breakdown is between employee and
employer contributions for health care cov-

20
only.
21

22

23

1990-91 (U.S. Department of Education 1993a).

(B X
b

erage or the specifics of retirement pack-
ages. The Bureau of Labor Statistics col-
lects slightly more detailed data in their
Employee Benefits Survey, however, at this
point the survey does not include teachers
as a separate category.

The fact that benefits as a percentage of
instructional expenditures have been in-
creasing does suggest that, from an insti-
tutional perspective, benefits represent a
larger fraction of overall compensation for
teachers. However, this increase may not
be perceived as an enhanced benefit by
teachers given that the costs of providing
some benefits, particularly medical insur-
ance, increased substantially during this
time period. For instance, between 1981
and 1997, the rate of increase in benefits
outpaced the rate of increase of wages and
salaries by 34 percentage points for all ci-
vilian workers (Bureau of Labor Statistics
1998a, 1998b). Thus, the increased expen-
diture may not correspond well with the
actual services that teachers receive.

As a result, while the existing data sources
appear to show that benefits for teachers
compare favorably to those in the private
sector, it is not possible to directly com-
pare how they have changed over time rela-
tive to the private sector. Thus, there is no
indication of whether teaching has become
a more or less attractive occupation given
changes in benefits. Fortunately, far more
detailed data exists on teachers’ salaries,
which are explored below.

Average Salaries

The first step in assessing how financially
attractive it is to be a teacher today com-
pared with earlier years is to see how sala-
ries have changed in real terms. This infor-
mation is provided in figure 2, which pre-
sents average teachers’ salaries, both un-

Also, these figures represent expenditures for all public school employees that fall under the heading of instructional staff, not teachers

About 99 percent of districts offer some type of retirement plan and 96 percent of districts offer medical insurance.
For instance, in 1987-88, 56.4 percent of school districts reported offering benefits, but this percentage rose to 69.1 percent in 1990-91,

For a more detailed description of changes in the survey questions, see Schools-and Staffing in the United States: A Statistical Profile,



Figure 2.—Average teacher salaries
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SOURCE: U.S. Department of Education. 1998. Digest of Education Statistics, 1997. Washington, DC: National Center for

Education Statistics (NCES 98-015).

adjusted (current dollars) and adjusted
(constant dollars) for inflation. Unadjusted
teachers’ salaries increased by 136 percent
in the last two decades (from 1978-79 to
1997-98); however, in real terms (in con-
stant 1997-98 dollars), this actually rep-
resents only a modest 11 percent increase.*
In fact, as the trend line for inflation ad-
justed salaries indicates, the real purchas-
ing power of teachers’ salaries actually de-
clined between 1978-79 and 1980-81. It
recovered and rose somewhat over the next
ten years but has remained relatively flat
through much of the 1990s.

It is important to remember that pay scales
in public schools are generally set via a sal-
ary schedule and are thus greatly influenced
by the hiring decisions of school systems
(i.e., the credentials of the teachers hired).
Additionally, productivity growth in ser-
vice industries, such as education, is typi-
cally slower than in other sectors of the
economy. Thus, salaries may rise (with pro-
ductivity growth) in some sectors of the

economy without causing commensurate
increases in output prices (inflation). This
means inflation in the prices of educational
inputs may exceed that calculated by an
economy-wide measure, such as the con-
sumer price index (CPI), which is used to
deflate salaries in the graph above. For in-
stance, the use of a general gross domestic
product (GDP) deflator would tend to over-
state the investment in education in terms
of the quality of labor purchased.?

For these reasons, the CPI may not be the
most appropriate statistic to use in adjust-
ing teachers’ salaries for inflation. Several
alternative price deflators are used to as-
sess the degree to which the magnitude of
change in real teacher salary is determined
by the salary deflator that is chosen. Al-
though the specifics of the various defla-
tors employed here are not discussed, the
net services index (NSI), Chambers’ teacher
cost index (TCI), and Goldhaber’s general
wage index (GWI), each is designed (using
different methodologies)to account for

2 This is average compensation for all elementary and secondary teachers (U.S. Department of Education 1999).

25 For a discussion of this, see Rothstein and Mishel (1997).

ERIC

Aruitoxt provided by Eic:

b

23



Selected Papers in School Finance, 2000-01

O

ERIC

Aruitoxt provided by Eic:

(some or all of) the potential shortcomings
of the CPI in adjusting for inflation in teach-
ers’ salaries.¢

Figure 3 shows a comparison of average
teachers’ salaries (in 1987-88 dollars) de-
flated using the CPI to salaries deflated us-
ing the other indices. The years 1987-88,
1990-91, and 1993-94 are chosen because
they correspond to the years for which the
Chambers TCI*” and Goldhaber GWI are
available.?®

The use of different price deflators does, in
some cases, have a relatively significant
impact on the calculation of real teachers’
salaries. For instance, the difference be-
tween the NSI and the Goldhaber GWI in
1993-94 is about $1,000. Still, the differ-
ence are not so pronounced so as to change
the overall pattern showing a rising salary
from 1987-88 t0 1990-91 and a falling sal-
ary from 1990-91 to 1993-94. These dif-

ferences, however, do indicate that there
may be important differences in produc-
tivity between education and other sectors
of the economy. This, in turn, implies it is
quite important when investigating the
relative attractiveness of teaching to com-
pare teachers’ salaries to salaries in other
occupations that directly compete for
teachers in the labor market.

Such a comparison is drawn from data col-
lected for and prepared by the Bureau of
Labor Statistics (BLS) Office of Compen-
sation and Working Conditions. The ECI
measures changes over time in compensa-
tion costs which include wages, salaries,
and employer costs for employee benefits
in organizations of all sizes in private in-
dustry and the public sector throughout the
United States (it also allows researchers to
separately obtain data on average employer
costs per hour worked for wages and sala-
ries). The data is organized by “series”

Figure 3.—Average salaries using different price deflators
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SOURCE: Author's calculation based on data from U.S. Department of Education. 1998. Digest of Education Statistics,
1997.Washington,DC: National Center for Education Statistics (NCES 98-015); Chambers, Jay G.1998. Geographic Variations
in Public Schools’ Costs. Washington, DC: U.S. Department of Education, National Center for Education Statistics (NCES
Working Paper 1998-04); and Goldhaber, Daniel D. 1999."An Alternative Measure of Inflation in Teachers' Salaries.” In
William Fowler, Jr.(ed.}, Selected Papers in School Finance 1997-99, Washington,DC: U.S.Department of Education, National

Center for Education Statistics (NCES 1999-334),

*¢ For a review of this issue and description of the various methodologies, sec Rothstein and Mishel (1997), Chambers (1997), and

Goldhaber (1999).

¥ Chambers’ TCl is the teachers’ salary component of his cost of education index.

* These two indices were calculated using the Schools and Staffing Survey which was only available in select years.
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which constitute different segments of the
economy (e.g., “all workers,” “white col-
lar workers,” “service occupations,” and
“union workers”). One of the series in-
cluded in the survey is elementary and sec-
ondary schools (ESS). This series provides
an excellent opportunity to compare, over
a relatively long period of time, how aver-
age salaries in education have changed rela-
tive to those in other sectors of the economy
(for readers who are not familiar with this
survey, more information is presented in
appendix A).”

The ECI data are used to show how aver-
age teachers’ salaries have changed rela-
tive to salaries in sectors of the economy
that compete in the labor market for teach-
ers. Specifically, a comparison of the index
of wages and salaries in the ESS series to
wages and salaries for all civilian work-
ers, all workers in private industry, all
workers in state and local government,
white-collar workers in private industry,
white-collar workers in state and local gov-
ernment, civilian workers in service occu-

Figure 4 —Growth rate in wages and salaries

How Has Teacher Compensation Changed?

pations, and private industry workers in ser-
vice occupations (occupations likely to
draw from the same labor pool).

Each index is normed such that (June) 1989
equals 100. Thus, it measures salaries in
each series relative to the value of salaries
in that series in 1989.3° This allows for a
comparison of salary growth rates in dif-
ferent sectors of the economy. Figure 4
shows the growth rate of the wage and sal-
ary index in the ESS series to the indices
for private white-collar workers and state
and local government white-collar work-
ers.

This graph shows that growth rates in the
ESS series exceeded those in other series for
most of the 1980s and 1990s. This con-
flicts slightly with the impression from fig-
ure 2 which shows real teachers’ salaries
stagnating for most of the latter.1980s and
early 1990s (this pattern holds for all eight
series and for total compensation, both of
which are shown in appendix B).>! How-
ever, it corresponds closely with data re-
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SOURCE: Author's calculation based on data from Bureau of Labor Statistics. 1999. Employment Cost Trends, 1999. http:/
/stats.bls.gov/ectserie.htm.

# The “elementary and secondary schools” series includes a broader class of employees than teachers alone, which means it may not
correspond well to the data presented in figure 1 on average teachers’ salaries. As shown in appendix B (figure B-1), the inflation rate in
real teachers’ salaries as calculated using the ECI consistently exceeds the inflation rate as calculated using data from the Department of
Education. However, the year-to-year changes in inflation track very closely.

3 For example, if in 1982 salaries in the ESS series were $25,000 and salaries in the private white-collar sector were $35,000, and in 1989
salaries in the ESS series were $40,000 and $50,000 in the union sector, then the values of the indices in 1982 are 62.5 for ESS and 70.

31 This indicates that salaries in most sectors of the economy stagnated during this period.
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ported in an American Federation of Teach-
ers (1999a, 1999b) report on salary trends
that shows throughout most of the 1980s
and early 1990s the rate of increase of
teachers’ salaries exceeded that of other oc-
cupations (Schneider and Nelson 1998).
This is prima facie evidence that, all else
equal, until very recently (1996-98), when
this pattern shifts such that the growth rate
of salaries in most other sectors of the
economy exceeded that in education, teach-
ing increasingly became a (financially)
more attractive field to be in throughout
much of the last two decades.

As discussed in the structure of teacher
compensation section, most teachers are
subject to the uniform salary schedule. This
means the aging in the age distribution of
teachers can greatly increase the average
salary in the profession without making it
a more attractive profession to enter. Ad-
ditionally, there is evidence that teacher
salaries schedules were backloaded in the
1980s—that is, the higher steps on the sal-
ary schedule were increased faster (and
maybe at the expense of) the beginning

steps on the schedule (Lankford and
Wyckoff 1997). This would further inflate
the average salary without necessarily im-
pacting starting salaries. It also means in-
creases in average salary may not serve as
a good indicator of how attractive it is to
enter teaching. Thus, in the following
subsection, how starting salaries in educa-
tion have changed over time and how they
compare relative to starting salaries in other
occupations is examined.

Starting Salaries

Figure 5 shows how the average minimum
starting salary in teaching has changed over
time and how average minimum starting
salaries compare to average salaries. As was
the case with average salaries, real starting
salaries stagnated for the latter half of the
1980s and throughout the 1990s.

Although there is some evidence of
backloading of salaries in the late 1980s
and early 1990s when starting salaries de-
clined as a percentage of average salaries,
by 1997-98 starting salaries had climbed

Figure 5.—Minimum average starting teachers' salaries
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SOURCE: U.S.Department of Education. 1999. Digest of Education Statistics, 1998. Washington, DC: National Center for
Education Statistics (NCES 1999-036);U.5.Department of Education. 1998a. Digest of Education Statistics, 1997 Washington,
DC: National Center for Education Statistics (NCES 98-015); American Federation of Teachers. 1999a. Teacher Salary
Boost is One Way to Stem Shortages of Teachers. Press Release. http://www.aft.org/press/index.html; and American

Federation of Teachers. 1999b. Graveyard: AFT 50-State Teacher Salary Survey. http://www.aft.org/research/salary/stgrave/
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back up to almost the same percentage of
average starting salaries (65.3 percent) as
they were a decade earlier. On the whole,
starting salaries in teaching changed little
relative to average salaries. Thus, unless
starting salaries in other occupations rose
markedly relative to salaries in those oc-
cupations, starting salaries in teaching
likely changed little relative to starting sala-
ries in other sectors of the economy.

Starting salaries in teaching have typically
lagged far behind salaries in other occupa-
tions and the data presented here do not
provide reason to believe this situation has
changed (U.S. Department of Education
1993b). For example, figure 6 shows start-
ing salaries in teaching compared to se-
lected other occupations, and figure 7
shows the ratio of starting salaries in those
occupations to salaries in teaching (the
“salary ratio”).

As is apparent from figure 6, teacher sala-
ries were less than any other occupation in
every year from 1972 to 1997. Figure 7
clearly shows that during the 1970s and
early 1980s starting salaries in teaching fell
behind those in other occupations. Much
of this loss was recovered by the mid-
1990s; however, relative to most occupa-
tions, teachers’ starting salaries again lost

How Has Teacher Compensation Changed?

ground after 1995. It is important to note
that although much of the lost ground in
relative teachers’ salaries was made up dur-
ing the 1980s, in absolute terms starting
salaries in teaching were further behind
other occupations in the 1990s than in the
1970s. This point is illustrated by figure 8,
which shows the differential between real
(in 1997 dollars) starting salaries to that of
teachers in both 1978 and 1996.

Between 1978 and 1996, the salary ratio
decreased substantially for most compari-
sons, implying that starting salaries in teach-
ing had gained relative to other occupations.
However, this can be deceptive. For in-
stance, it is striking that despite decreases
in the ratio for chemistry, mathematics or
statistics, and computer science, the abso-
lute gap in salaries increased. The magni-
tude of the gap is also striking, particularly
for technical fields. Starting salaries in en-
gineering, chemistry, mathematics or sta-
tistics, and computer sciences all exceeded
teaching by at least $10,000.

Implications of Findings

The level and structure of compensation in
an occupation plays an important role in
attracting or dissuading individuals from
entering and exiting that occupation. The

Figure 6.—Starting salaries in select occupations
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Figure 7.—Ratio of starting salaries in select occupations to starting salaries in teaching
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evidence on changes in teachers’ salaries
in the third section presents a somewhat
mixed picture. Data from various sources
shows that real relative starting and aver-
age salaries, teaching, over the last 25 years
has gone through a cycle, first losing
ground relative to other occupations,
regaining lost ground during most of the
1980s and early 1990s and again losing
ground in'the late 1990s.

In some cases increases in relative salaries
mask growing gaps between salaries in
teaching and those in other occupations.®
In comparing starting salaries in different
occupations, it is clear that, for some white-
collar occupations, what a new graduate
can expect to make in teaching is substan-
tially less than what that individual would
make in other fields.

Figure 8.—Difference between starting salaries in teaching and selected other occupations

Dollars (thousands)
18—

BELESE

L]

1R

i

HHDA

2? Computer Science

. Economics/Finance
Mathematics or Statistics

1978
Year

SOURCE: Schneider,Krista and Nelson, Howard. 1998. Salary & Analysis of Salary Trends 1997. AFT Research Report. http:/

/www.aft.org/research/.

32 The implications of this are unclear and depend on whether individuals care about relative salary standing or absolute differences in

salaries.
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This raises an important issue. As discussed,
few school systems explicitly provide the
flexibility to differentiate pay at the indi-
vidual level to pay for teacher attributes
such as field of specialization, quality of
college, grades in college, academic or other
awards, or standardized test scores. How-
ever, the data clearly shows that different
occupations offer different financial re-
wards, and research has shown that indi-
viduals who graduate from more selective
colleges have greater labor market oppor-
tunities. By contrast, researchers and
policymakers tend to refer to teachers and
teacher salaries in generic terms. Given the
data presented above on college quality and
field of specialization, this treatment is in-
appropriate.

In fact, there is evidence suggesting that the
rigid pay structure in teaching may ad-
versely affect the number of high ability in-
dividuals entering or remain in the teach-
ing profession (Ballou and Podgursky 1997;
Ballou 1996; Ferguson 1998; Hanushek
1986, 1997; Murnane and Olsen 1990).
Based on several readily observable mea-
sures, teacher candidates and teachers are
less skilled than individuals who enter other
occupations. As measured by standardized
test scores (the SAT, ACT, etc.), most col-
lege students selecting education majors
tend to be drawn from the lower end of
the ability distribution (Hanushek and Pace
1995, U.S. Department of Education
1996a). These findings are summed up in
Murnane et al. (1991, 10),

College graduates with high test
scores are less likely to take jobs,
employed teachers with high test
scores are less likely to stay, and
former teachers with high test
scores are less likely to return.®?

How Has Teacher Compensation Changed?

On average, the higher the quality of an
individual’s undergraduate institution, the
less likely they are to chose a teaching ca-
reer (Ballou 1996). In fact, over the last 25
years, there has been a rather dramatic shift
away from top tier public and private re-
search universities in the share of MA and
Ph.D./Ed.D. degrees in education (Turner
1998). Finally, more education majors than
noneducation majors report taking reme-
dial mathematics and English courses (U.S.
Department of Education 1996a).%

This situation is unlikely to improve un-
less there is an increase in teachers’ com-
pensation. The recent slowdown in growth
of both average and starting teachers’ sala-
ries combined with a tight labor market
imply that teaching will be less financially
attractive to many individu